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INTRODUCTION 


The  Massachusetts  Convention  Center  Authority  (MCCA)  is  a  public 
agency  created  in  1982  to  assume  control  of  the  City  of  Boston's  major 
convention  facility,   the  Hynes  Auditorium.     The  Authority  was  directed 
by  the  Legislature  to  undertake  a  major  expansion  and  renovation  of  the 
Hynes,   so  as  to  allow  Boston  to  attract  a  larger  number  of  conventions, 
expositions,   trade  shows,  and  meetings,   events  which  greatly  contribute 
to  the  economic  health  of  the  region.     The  total  cost  of  this  expansion 
project  is  now  expected  to  approach  $200  million,  making  it  one  of  the 
most  expensive  building  projects  ever  undertaken  by  the  Commonwealth. 

The  mission  of  the  Office  of  the  Inspector  General  is  to  prevent 
and  detect  fraud,  waste,  and  abuse  in  public  construction  and 
procurement.     Shortly  after  the  creation  of  the  MCCA,   the  Inspector 
General  and  the  MCCA  Executive  Director  agreed  that  a  cooperative 
relationship  between  the  two  agencies  would  provide  the  best  means  for 
the  Inspector  General  to  fulfill  his  oversight  mandate.  Accordingly, 
this  Office  has  worked  closely  with  the  Authority's  staff  in  attempting 
to  identify  potential  problems  and  seek  their  solution  in  a  timely 
fashion . 

The  purpose  of  this  particular  report  is  to  help  inform  the  public 
about  various  issues  which  have  already  arisen  in  the  course  of  the 
Hynes  expansion  project.     It  is  hoped  that  this  experience  will  be 
useful  in  the  future,  both  on  this  particular  project  and  on  other 
similar  projects  which  the  Commonwealth  may  undertake. 

We  wish  to  acknowledge  the  excellent  cooperation  which  we  have 
continually  received  from  the  Authority's  Executive  Director,  Francis  X. 
Joyce,  and  his  staff.    Their  attitude  to  our  oversight  efforts  has  been 
one  of  respect  and  professionalism. 
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PROJECT  SCHEDULE 


Perhaps  the  key  element  in  understanding  the  Hynes  expansion 
project  is  the  tremendous  pressure  which  has  been  exerted  by  the 
business  community  for  the  project's  swift  completion.     This  pressure 
stems  from  a  recent  boom  in  hotel  construction  in  downtown  Boston,  which 
has  seen  nearly  4000  new  hotel  rooms  built  since  1982.     Because  hotels 
rely  on  conventions  for  a  significant  portion  of  their  business,  an 
expanded  Hynes  is  considered  essential  in  helping  to  maintain  profitable 
occupancy  rates.    This  pressure  has  influenced  many  of  the  Authority's 
decisions . 

Further  pressure  to  complete  the  expansion  quickly  has  come  from 
the  Boston  Redevelopment  Authority.     In  1982,  using  a  State  grant,  the 
BRA  initiated  a  planning  study  for  the  Hynes  expansion.     Before  this 
study  was  completed,  the  Legislature  chose  to  establish  the  MCCA  and  to 
undertake  the  expansion  as  a  State  project.     Subsequently,   in  November 
1982,  the  BRA  publicly  released  a  draft  of  its  planning  study  which 
called  for  a  construction  start  in  the  fall  of  1983,  just  12  months 
hence.     That  estimate,  which  was  completely  unrealistic,  established 
expectations  which  could  not  be  met,  thus  exacerbating  the  external 
pressures  on  the  Authority. 

Although  a  realistic  schedule  has  still  not  been  officially 
prepared,   the  Authority  has  made  considerable  progress  in  advancing  the 
expansion  project.     In  the  less  than  eighteen  months  that  the  Authority 
has  been  in  business,   it  has  hired  a  staff,  engaged  various  consultants, 
established  its  operating  procedures,  conducted  a  design  review, 
obtained  financing  commitments  from  the  State,  and  selected  a  project 
architect.     The  architect  is  now  proceeding  with  the  final  design,  and 
current  unofficial  estimates  put  the  construction  start  in  mid-1985. 

There  has  been  one  significant  delay  which  might  have  been  avoided. 
The  enabling  legislation  was  enacted  on  July  6,   1982,  but  the  Governor 
delayed  naming  his  appointees  to  the  Board  until  September  21.  This 
resulted  in  a  two  and  a  half  month  delay  before  the  Authority  could  even 
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begin  business . 

Two  other  decisions  made  by  the  Authority  may  also  ultimately 
affect  the  project  schedule.     In  March  1983  the  Authority  was  advised 
that  structural  tests  on  the  existing  foundations  were  essential  and 
should  be  started  immediately;   the  Authority  was  also  advised  that  an 
environmental  action  notice  should  be  filed  as  soon  as  possible  because 
the  environmental  review  process  could  take  as  long  as  a  year.  Action 
on  these  items  was  not  taken  until  early  1984,  because  the  Authority 
wanted  to  first  select  its  project  architect.     Although  it  does  not 
currently  appear  that  these  items  will  affect  the  final  project 
completion  date,   there  could  be  an  adverse  effect  if  either  the 
structural  tests  or  the  environmental  review  result  in  significant 
design  changes. 

Although  none  of  these  incidents  represent  major  problems  by 
themselves,  taken  together  they  do  point  out  the  importance  of  having  a 
detailed  project  schedule,  one  which  shows  the  literally  hundreds  of 
events,  actions,  and  decisions  which  must  occur  in  a  project  of  this 
magnitude.     Such  a  schedule  allows  the  project's  managers  to  identify 
and  focus  on  the  critical  path  items,  which  are  those  items  whose 
completion  directly  affects  the  opening  date  for  the  new  Hynes.  A 
formal  project  schedule  would  also  offer  other  benefits:     it  would  help 
establish  reasonable  expectations  concerning  the  project  completion,  and 
it  would  aid  in  marketing  efforts  by  demonstrating  to  prospective  users 
(who  often  book  convention  dates  years  in  advance)  that  the  expanded 
Hynes  really  will  open  when  promised. 

Although  the  MCCA  acknowledges  the  importance  of  such  a  schedule, 
it  still  has  not  developed  one.     However,   the  Authority  reports  that  one 
is  now  in  preparation.     This  effort  should  be  given  high  priority  by 
MCCA  officials. 
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PROJECT  COST 


There  has  been  considerable  comment  in  the  press  recently  over  the 
escalation  in  the  cost  of  the  Hynes  expansion  project.     This  escalation 
has  resulted  from  the  fact  that  there  has  never  been  a  complete  estimate 
of  the  cost  of  the  project;  all  estimates  to  date  have  been  incomplete 
in  one  or  more  respects.     As  additional  items  are  included  in  the 
evolving  estimate,  the  total  amount  increases. 

In  reviewing  the  history  of  these  cost  estimates,   it  must  be 
remembered  that  the  Commonwealth  has  already  committed  itself  to  this 
project  and  that  the  Authority  does  not  have  any  other  source  of  income 
which  could  be  used  to  pay  for  the  project.^    As  a  result,   there  will 
always  be  considerable  pressure  on  the  Legislature  to  fully  fund  the 
project,   regardless  of  how  much  it  costs.     This  underscores  the 
importance  of  having  a  complete  and  reliable  cost  estimate  before  a 
project  is  authorized,   so  that  the  Legislature  and  the  public  can  have  a 
reasonable  idea  of  what  they  are  committing  themselves  to. 2 

When  the  Legislature  first  approved  the  expansion  project  and 
created  the  MCCA  in  June  1982,   there  was  no  reliable  cost  estimate.  As 
a  result,   the  Legislature  directed  the  Authority  to  prepare  a  complete 


■'■It  is  generally  agreed  that  all  of  the  revenues  from  the  auditorium 
and  from  the  Authority's  Boston  Common  parking  garage  will  be  needed 
to  pay  for  operating  expenses,  and  there  will  be  none  left  over  to 
cover  the  expansion  project's  capital  costs. 

^The  current  proposal  for  a  new  Boston  sports  arena  presents  the  same 
potential  pitfall.     A  bill  was  filed  in  the  Legislature  in  1983 
directing  the  Authority  to  undertake  a  feasibility  study  for  such  an 
arena.     The  Inspector  General  objected  to  the  bill  because  it 
required  the  study  to  be  completed  within  120  days.  Considering 
that  it  would  have  taken  at  least  half  of  that  time  to  develop  a 
scope  of  work  and  hire  a  consultant,   it  would  have  been  impossible 
to  do  an  adequate  analysis  of  general  design  requirements  and  likely 
project  construction  and  operating  costs.    The  bill  was  enacted 
without  the  time  limit,  and  the  Authority  has  now  selected  a 
consultant  to  do  the  work.     It  will  now  be  the  Authority's 
responsibility  to  ensure  that  the  study  is  thorough  and  unbiased, 
and  that  it  clearly  identifies  all  of  the  costs  and  other  factors 
which  must  be  considered  before  a  State  commitment  is  made. 
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plan  and  cost  estimate  by  November  1,   1982.     It  was  anticipated  that 
this  cost  estimate  would  serve  as  the  basis  for  a  formal  request  for 
financial  subsidy  from  the  Commonwealth.     But  because  of  the  delay  in 
the  appointment  of  the  Board  members,   the  Authority  was  unable  to  meet 
the  November  1  deadline;   it  told  the  Legislature  that  the  required 
report  would  be  forthcoming. 

In  the  meantime,  the  BRA  publicly  issued  the  draft  of  its 
preliminary  planning  study,  which  contained  some  misleading  cost 
information.     The  BRA  provided  a  cost  estimate  of  $70.8  million,  but  a 
close  reading  showed  that  this  was  only  a  construction  cost  estimate, 
not  an  estimate  of  total  project  cost.     Total  project  cost  includes  many 
elements  beyond  the  direct  construction  cost,   such  as  design  fees, 
consultants,   legal  costs,   financing  costs,  property  acquisition, 
insurance,   furnishings,  and  provision  for  inflation  between  the  time  of 
the  estimate  and  the  actual  start  of  construction.     Total  project  cost 
can  easily  be  two  or  three  times  the  uninflated  base  construction  cost.^ 

Despite  this  deficiency  in  the  BRA's  estimate,   it  was  used  by  the 
Authority  as  the  basis  for  a  request  to  the  Legislature  in  December  1982 
for  $115  million  in  State  funds.     There  was  no  further  breakdown  or 
analysis  of  the  Authority's  request.     The  Inspector  General's  office 
objected  to  the  request  at  the  time,  noting  that  it  was  premature  to 
commit  funds  until  a  complete  cost  estimate  and  financial  plan  had  been 
prepared  in  accordance  with  the  Legislature's  own  directive.  The 
Inspector  General  recommended  instead  that  the  funding  request  be 
limited  to  $10  million  to  allow  planning  and  design  to  continue. 
However,   the  Authority  argued  that  the  business  community  needed  a 
"signal"  that  the  State  was  serious  about  the  project,  and  $115  million 
was  regarded  as  an  adequate  signal.     The  Legislature  approved  the 
funding  request. 

In  July  1983,   the  Authority's  own  design  review  consultants 
prepared  an  updated  cost  estimate,  which  included  not  only  the  base 


^The  BRA  did  provide  a  more  complete  estimate  in  its  final  report  in 

March  1983,  but  by  this  time  the  Authority  had  already  begun  the 

preparation  of  its  own  cost  estimate  as  part  of  its  review  of  the 
BRA  design. 
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construction  cost  but  also  allowances  for  design  fees,   furnishings,  and 
inflation  to  an  expected  construction  start  in  November  1984.  This 
updated  estimate  totalled  $118  million,  but  it  was  still  incomplete.  It 
did  not  include  property  acquisition,^  financing  costs,  and  the  possible 
need  for  parking  and/or  truck  marshalling  facilities.     In  addition,  the 
inflation  estimate  is  presumably  inadequate  because  construction  is  now 
expected  to  begin  in  mid-1985  rather  than  late  1984.     Given  these 
factors,   it  was  apparent  that  the  $115  million  commitment  from  the  State 
was  inadequate.     Therefore,   in  December  1983,   the  Authority  asked  for 
and  received  an  additional  $100  million  from  the  Legislature,   in  the 
hope  that  this  would  be  more  than  enough  to  finish  the  job.  Again, 
however,  there  was  still  no  complete  estimate  of  the  total  project  cost 
or  other  justification  for  the  amount  requested. 

Because  the  State's  financial  commitment  to  the  Hynes  renovation  is 
essentially  open-ended,  the  Authority  must  be  especially  diligent  in 
monitoring  and  controlling  costs  in  the  months  to  come.     The  types  of 
, controls  used  will  vary  depending  on  the  expense  category  involved.  In 
general,  project  costs  can  be  categorized  as  follows: 

Direct  construction  costs.     State  law  requires  that  these  contracts 
be  awarded  through  competitive  bidding.     The  biggest  potential  for  cost 
overruns  in  this  category  comes  from  change  orders  issued  after  the 
contract  is  let.     Although  some  change  orders  legitimately  reflect 
unanticipated  events,  many  others  result  from  designer  errors  or  from 
the  using  agency  changing  its  mind  about  what  it  wants.     The  Authority 
should  minimize  this  potential  by  providing  a  careful  and  adequate 
review  process  for  the  plans  and  specifications  and  by  establishing  an 
approval  process  for  change  orders  to  screen  out  those  that  are 
unnecessary  or  overly  costly. 


^Property  acquisition  represents  primarily  the  cost  of  adjacent 
property  to  be  purchased  from  the  Prudential  Insurance  Co.  to 
accommodate  the  expansion.     None  of  these  estimates  includes  the 
$34  million  paid  by  the  Commonwealth  to  the  City  of  Boston  for  the 
purchase  of  the  Hynes  itself. 
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Fees  and  miscellaneous  costs.     This  category  includes  items  such  as 
fees  for  the  various  consultants,  property  acquisition,  and  insurance 
premiums.     Many  of  these  items  run  into  the  hundreds  of  thousands  or 
even  millions  of  dollars,   so  close  scrutiny  is  required.     The  Board  of 
Directors  needs  to  play  an  active  role  in  reviewing  the  major  items  and 
ensuring  that  all  options  have  been  considered.     It  is  essential  that 
the  Board  be  given  an  estimated  budget  for  all  of  these  items  as  soon  as 
possible,   to  provide  a  benchmark  against  which  actual  expenses  can  be 
monitored . 

Financing  costs.     This  category  includes  the  interest  costs  on  the 
Authority's  bonds  as  well  as  fees  for  the  underwriters,  bond  counsel,, 
and  related  costs.     Just  a  small  variation  in  the  interest  rates  on  the 
bonds  can  mean  a  difference  of  millions  of  dollars  in  taxpayer 
subsidies.     A  decision  has  already  been  made  not  to  finance  the  project 
through  State  bonds  sold  by  the  State  Treasurer  in  competitive  bidding; 
rather,  the  Authority  proposes  to  sell  its  own  bonds  by  negotiating  a 
price  with  one  selected  team  of  underwri ters . 5     This  decision  was  made 
by  the  Board  without  any  public  discussion  or  analysis,  and  there  is 
some  question  whether  it  is  in  the  best  interests  of  the  taxpayers. 
Issuing  Authority  bonds  rather  than  State  bonds  could  very  well  mean 
higher  financing  costs,   for  several  reasons:   the  bond  market  will  be 
unfamiliar  with  the  Authority  because  it  is  a  new  entity  without  a 
proven  track  record;  various  reserve  funds  and  trust  funds  may  be 
required;  and  the  sale  will  be  by  negotiation  rather  than  competitive 
bidding.     At  the  same  time,  because  the  bonds  will  be  guaranteed  by  the 
State,   there  will  be  no  offsetting  benefit  in  terms  of  reducing  the 
State's  own  debt  load. 

Because  long-term  financing  will  probably  not  be  needed  until 
mid-1985,   it  is  not  too  late  to  address  this  issue.     Accordingly,  the 
Inspector  General  recommends  that  the  Authority  prepare  an  analysis  of 


^The  price  at  which  the  Authority's  bonds  will  be  sold  to  the 
underwriters  reflects  a  number  of  factors,  including  the  interest 
rate,   the  term  of  the  bonds,  and  the  underwriter's  fee,  all  of  which 
will  be  subject  to  negotiation. 
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the  costs  and  benefits  of  issuing  Authority  bonds  versus  State  bonds  for 
this  project.     This  analysis  should  then  be  presented  to  the  Financial 
Advisory  Board^  and  to  the  Secretary  of  Administration  and  Finance  for 
review  and  comment.     In  doing  this  analysis  it  must  be  recognized  that 
additional  legislation  would  be  required  for  the  issuance  of  State 
bonds . 

If  it  is  ultimately  decided  to  finance  the  project  through  the 
negotiated  sale  of  the  Authority's  own  bonds,   then  the  subsidy  agreement 
which  will  be  signed  between  the  Commonwealth  and  the  Authority  should 
provide  for  an  independent  review  of  the  terms  and  conditions  of  the 
sale  by  an  expert  in  public  finance.     This  will  provide  additional 
assurances  to  the  public  that  the  negotiated  price  is  fair  in  comparison 
to  other  comparable  bond  issues. 


^The  Financial  Advisory  Board  consists  of  public 
who  advise  the  Commonwealth  and  its  agencies  on 
policies  and  practices. 
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finance  specialists 
their  borrowing 


PROJECT  DESIGN 


The  MCCA  inherited  a  set  of  preliminary  plans  for  the  Hynes 
expansion  which  had  been  developed  by  the  BRA  with  the  assistance  of 
various  business  groups.     These  groups  put  considerable  pressure  on  the 
Authority  to  adopt  the  BRA  plans  and  to  proceed  immediately  into  final 
design.     The  Inspector  General,  however,  recommended  that  the  Authority 
hire  its  own  consultant  to  review  and  comment  on  the  BRA's  plans.  There 
were  two  reasons  for  seeking  a  design  review.     First,  whenever  project 
plans  are  drawn  up  by  groups  which  will  benefit  from  the  project  but 
which  will  not  have  to  pay  for  it,   there  is  always  the  possibility  that 
the  plans  will  be  inflated  and  made  more  grandiose  than  necessary. 
Second,   the  BRA's  architectural  consultants,  although  nationally-known, 
had  no  prior  experience  in  designing  convention  centers. 

As  a  result,  the  Authority  decided  to  conduct  an  independent  review 
of  the  BRA's  plans.     A  consultant  was  hired  and  the  final  report  was 
submitted  in  July  1983.     This  report  offered  many  recommendations  for 
changes  and  improvements  to  the  BRA  plan,   improvements  which  will 
increase  the  usefulness  of  the  facility,  avoid  operational  problems,  or 
reduce  costs.     The  long-term  benefits  from  these  design  improvements 
will  far  outweigh  the  short-term  delay  involved.     The  report  also 
provided  a  more  complete  financial  analysis  of  the  project  than  had  been 
available  to  date. 

Perhaps  the  most  significant  decision  which  resulted  from  the 
design  review  process  related  to  construction  phasing.     The  BRA  had 
originally  recommended  that  the  expansion  be  done  in  three  phases  to 
allow  the  Hynes  to  continue  in  operation  throughout  the  entire 
construction  period;   it  was  believed  that  a  complete  closing  of  the 
Hynes  would  cause  tremendous  harm  to  the  City's  hotel  industry.  The 
MCCA's  design  review  consultant  did  a  complete  analysis  of  this  issue, 
and  reported  that  phased  construction  would  cost  more,   take  longer, 
disrupt  on-going  operations,  and  possibly  lead  to  severe  construction 
problems  which  would  create  even  greater  cost  overruns  and  delays. 
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Following  up  on  this  analysis,   the  Authority  surveyed  all  of  the 
conventions  which  were  booked  into  the  Hynes  for  the  planned 
construction  period.     It  was  found  that,  with  the  cooperation  of  the 
hotel  industry  and  other  groups,  virtually  all  of  these  conventions 
could  be  accommodated  in  other  facilities  within  the  City.     As  a  result, 
the  Authority  was  able  to  persuade  the  business  community  to  support  a 
total  shutdown  of  the  Hynes  during  construction.     The  magnitude  of  the 
problems  which  have  thus  been  avoided  cannot  be  overestimated. 

One  design  problem  which  could  not  be  dealt  with  so  easily, 
however,   is  the  question  of  the  site  itself.     The  design  review  report 
predicted  that  the  expanded  Hynes  will  be  at  or  near  capacity  in  the  • 
peak  months  soon  after  its  completion.     Recently-built  convention 
centers  in  other  cities  have  faced  similar  problems,  which  have 
typically  been  resolved  by  additional  expansion.     But  at  the  Hynes  site, 
the  current  expansion  will  use  up  all  the  potential  room  available.  No 
further  horizontal  expansion  will  be  possible  because  of  the  surrounding 
streets  and  buildings  at  the  Prudential  Center.     No  further  vertical 
expansion  will  be  possible  because  the  maximum  capacity  of  the 
foundations  and  structural  supports  which  suspend  the  Hynes  over  the 
underlying  Mass.  Turnpike  will  have  been  reached. 

The  decision  to  use  the  existing  Hynes  site  for  the  new  convention 
center  was  in  effect  made  by  the  BRA  during  its  preliminary  planning, 
although  no  formal  study  of  alternative  sites  was  ever  conducted.  The 
Inspector  General  raised  the  possibility  of  having  a  site  study 
conducted  by  the  Authority.     However,   the  Authority  chose  to  stay  with 
the  Hynes  site,  citing  as  reasons  the  clear  legislative  intent  to  use 
the  Hynes  site,  the  BRA's  belief  that  no  other  sites  were  available,  the 
positive  aspects  of  the  Hynes  site  in  terms  of  location  and 
accessibility,  and  the  high  probability  of  significant  delays  if  another 
site  had  to  be  selected  and  acquired.     The  Authority's  decision  was 
certainly  a  rational  one  in  the  short  run,  but  the  1990' s  could  very 
well  see  pressure  from  the  business  community  to  build  an  even  bigger 
convention  center  elsewhere,  with  assertions  that  the  Hynes  expansion 
was  only  meant  to  be  a  "temporary  solution." 
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By  the  end  of  1983,  the  Authority  had  selected  its  architects  for 
the  project  (who  in  fact  were  the  same  architects  used  by  the  BRA),  and 
work  on  the  final  design  had  begun.     This  design  process  is  expected  to 
continue  throughout  1984  and  into  early  1985,  at  which  time  preparations 
will  begin  for  awarding  the  construction  contracts.     The  Authority  is 
also  coordinating  its  efforts  with  those  of  the  Prudential  Center,  which 
is  currently  planning  a  major  renovation  and  expansion  of  its  retail 
areas;   this  coordination  should  offer  significant  benefits  to  the 
surrounding  community. 
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PERSONNEL 


The  Board  of  Directors'   first  act  was  to  appoint  an  Executive 
Director,  a  job  which  carries  a  $75,000  annual  salary  and  legislatively- 
mandated  tenure  for  life.     In  a  closed  meeting  the  Board  selected 
Francis  X.  Joyce  as  Executive  Director.     The  Attorney  General 
subsequently  advised  the  Board  that  its  action  violated  the  State's  open 
meeting  law.     The  Board  then  ratified  its  selection  at  a  later  public 
meeting . 

Subsequently,   the  Executive  Director  instituted  an  open, 
competitive  selection  process  which  has  been  used  to  hire  four  of  the 
agency's  top  five  officials.^    All  of  the  staff  who  have  been  hired  are 
competent  and  qualified  for  their  jobs,  and  the  consultants  who  have 
served  the  Authority  have  also  been  of  uniformly  high  quality.  The 
overall  professional  competence  of  the  Authority  compares  favorably  with 
that  of  other  governmental  agencies. 

There  has  been  no  evidence  of  "empire  building."  Rather,  the 
Authority  has  taken  the  sensible  approach  of  relying  heavily  on  outside 
consultants  for  the  many  one-time  tasks  which  are  required  to  undertake 
the  expansion  project.    These  consultants  have  been  selected  in 
accordance  with  formal  procurement  procedures  developed  by  the  Authority 
with  the  assistance  of  the  Inspector  General.    Although  in  the  short 
term  the  total  fees  for  these  many  consultants  appears  high,  in  the  long 
run  it  is  much  more  economical  than  adding  permanent  staff. 

Because  the  Authority  is  small  in  size,  most  of  its  personnel 
practices  to  date  have  been  somewhat  informal.     At  some  point  in  the 
future,   the  Authority  will  need  to  formalize  these  practices,  including 
hiring  policies,  equal  opportunity  and  affirmative  action  policies,  job 
descriptions,   salary  structures,  and  employee  evaluation  systems.  This 
need  for  more  formal  personnel  practices  will  become  particularly 
apparent  as  the  Authority  begins  to  integrate  its  two  operating 


^This  includes  the  deputy  director,   the  chief  financial  officer,  the 
director  of  marketing,  and  the  director  of  project  engineering. 
Only  the  general  counsel  was  selected  without  an  open  process. 
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facilities  into  a  single  organizational  entity. 
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FACILITY  OPERATIONS 


Most  of  this  report  has  been  devoted  to  a  discussion  of  the  Hynes 
expansion  project.     But  as  noted  above,  the  MCCA  is  also  responsible  for 
ongoing  operations  at  two  facilities  —  the  Boston  Common  parking  garage 
and  the  Hynes  itself.     Considerable  time  and  energy  have  been  expended 
by  the  Authority's  staff  to  ensure  a  smooth  management  transition  for 
these  two  facilities.    This  effort  has  been  highly  successful  although 
largely  unnoticed. 

One  area  which  does  require  additional  attention,  however,   is  the 
monitoring  of  revenues  and  expenses  at  the  two  facilities.  Presently 
there  is  little  incentive  for  the  Authority  to  monitor  financial 
operations  closely;  current  income  is  more  than  adequate  to  cover 
operating  expenses  plus  the  Authority's  own  administrative  expenses. 
But  this  will  not  always  be  true.     The  Authority's  design  review 
consultants  have  projected  that  the  expanded  Hynes  will  operate  at  a 
significant  deficit.     It  was  clearly  the  hope  of  the  Legislature  that 
the  income  from  the  parking  garage  would  be  sufficient  to  cover  the 
deficit  from  the  Hynes,  and  that  there  would  be  no  need  for  an  ongoing 
State  subsidy.     But  there  have  never  been  any  financial  studies  or 
projections  to  back  up  this  hope,  so  there  is  no  guarantee  that  an 
ongoing  subsidy  won't  be  required. 

To  minimize  the  possibility  that  an  operating  subsidy  will  be 
needed,  the  Authority  must  significantly  improve  its  financial 
monitoring  and  planning.     As  a  first  step,   the  Authority  should  generate 
monthly  financial  statements,  produced  on  a  timely  basis,  which  compare 
actual  revenues  and  expenses  with  the  approved  budget.     Currently,  the 
Board  of  Directors  receives  only  the  quarterly  statements  prepared  by 
the  outside  auditors;   these  are  not  particularly  timely  and  they  show  no 
comparison  to  budgets.     Monthly  budget-vs .-actual  financial  statements 
are  invaluable  in  preventing  cost  overruns  and  revenue  shortfalls  and 
will  be  essential  when  the  expanded  Hynes  opens. 

At  the  same  time  the  Authority  must  begin  preparing  financial 
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projections  for  the  future,   so  that  it  can  develop  strategies  to  remain 
self-supporting.     These  strategies  might  include  raising  fees  (although 
fee  increases  are  constrained  by  external  competition,  whether  from 
other  parking  garages  downtown  or  convention  centers  in  other  cities); 
analyzing  operating  costs  to  identify  potential  savings;  and 
accumulating  surpluses  during  these  "fat"  years  to  help  pay  for  the 
"lean"  years  ahead. 

The  Authority  has  indicated  that  it  needs  to  hire  an  additional 
staff  accountant  before  it  can  address  these  financial  planning  issues, 
but  because  of  space  constraints  in  the  current  offices,  none  will  be 
hired  until  the  Authority  moves  into  its  new  offices  in  the 
Transportation  Building  later  this  year.     The  Inspector  General  believes 
that  improved  financial  planning  should  be  a  much  higher  priority  for 
the  Authority. 
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ACCOUNTABILITY  AND  OVERSIGHT 


Public  authorities  such  as  the  MCCA  have  a  tremendous  amount  of 
autonomy.     They  are  not  subject  to  many  of  the  controls  imposed  upon 
other  executive  branch  agencies,  such  as  annual  legislative 
appropriations,  oversight  by  the  Secretary  of  Administration  &  Finance, 
civil  service  procedures,  and  procurement  regulations.     On  most  matters 
the  Board  of  Directors  of  an  authority  has  the  ultimate  power  and 
responsibility. 

This  autonomy  is  typically  justified  by  the  fiscal  independence  of 
many  public  authorities.     Many  authorities  must  rely  solely  on  user  fees 
and  other  self-generated  sources  of  income;  they  have  limited  or  no 
access  to  general  tax  revenues.     Thus,   there  is  a  built-in  incentive  for 
the  authority  to  operate  efficiently. 

But,  as  this  report  has  already  noted,  the  MCCA  will  rely  heavily 
on  taxpayer  subsidies,  certainly  for  the  estimated  $200  million  in 
capital  costs  and  possibly  even  for  ongoing  operating  costs.     Because  of 
the  absence  of  externally-imposed  financial  controls,  a  heavy  burden 
falls  upon  the  Authority  to  police  itself  in  fiscal  matters.  This 
burden  falls  especially  upon  the  Board  of  Directors,  whose  members  are 
appointed  to  represent  and  guard  the  public  interest. 

To  date,  most  of  the  Board's  discussions  and  actions  have  focused 
on  ensuring  the  completion  of  the  expansion  project  in  an  expeditious 
manner.     This  objective  is  certainly  appropriate,  given  the  Authority's 
legislative  mandate.     But  the  Board  must  also  recognize  a  second 
objective,  that  of  minimizing  the  cost  to  the  taxpayers.     The  members  of 
the  Board  must  assume  a  fiduciary  responsibility  to  the  public  as  well 
as  being  boosters  for  the  project.    These  roles  will  sometimes  conflict, 
and  only  through  careful  analysis  and  open  discussion  can  they  be 
balanced . 

Unfortunately,  there  has  been  to  date  an  almost  total  lack  of 
discussion  of  financial  issues  at  the  Board's  public  meetings.  Major 
expenditures  and  other  decisions  with  fiscal  impact  are  generally 
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approved  on  the  recommendation  of  the  Authority's  staff  with  minimal 
documentation  and  little  or  no  discussion.    A  few  examples  will 
illustrate  this  problem: 

A  $1.5  million  annual  marketing  budget  was  approved  with  no 
discussion,  despite  the  fact  that  it  was  ten  times  the  amount 
recommended  by  the  Authority's  consultants.     It  is  also  unclear  how 
the  Authority  will  support  this  level  of  expenditure  over  the  long 
term,  considering  that  total  revenues  (including  the  parking 
garage)  currently  amount  to  slightly  over  $2  million  a  year. 

An  operating  budget  for  the  auditorium  and  garage  was  approved  by 
the  Board  at  the  start  of  the  fiscal  year.     Eight  months  into  the 
fiscal  year,  there  has  yet  to  be  a  single  Board  discussion  of 
actual  results  against  budget. 

The  Board  voted  to  hire  an  underwriter  to  handle  the  sale  of  the 
Authority's  bonds  on  a  negotiated  basis.     There  was  no  Board 
discussion  of  other  options,   such  as  selling  the  bonds  on  a 
competitive  basis  or  having  them  sold  through  the  State  Treasurer's 
office. 

The  Authority  has  twice  gone  to  the  Legislature  to  request  funding 
for  the  project,  once  in  the  amount  of  $115  million  and  the  other 
time  for  $100  million.     In  the  first  instance,  the  Board  was  asked 
for  its  approval  of  the  request  only  after  the  Inspector  General 
insisted  that  Board  review  was  desirable;   in  the  second  instance, 
the  Board  was  not  asked  for  its  approval  until  after  the  request 
had  been  submitted  to  and  approved  by  the  Legislature.     In  neither 
case  was  a  justification  presented  to  the  Board  for  the  amount 
being  requested. 

In  citing  these  examples  we  do  not  mean  to  say  that  the  Board 
necessarily  made  the  wrong  decisions.    The  point  is  that  each  of  these 
decisions  had  a  significant  fiscal  impact  on  the  Authority  and 
ultimately  on  the  taxpayers  who  are  supporting  the  Authority;  each  of 
these  decisions,  and  many  others  like  them,  deserved  far  greater 
scrutiny  than  they  received  from  the  Board.     In  the  private  sector, 
corporate  directors  are  held  to  strict  standards  of  accountability. 
They  are  expected  to  exercise  independent  judgment  in  representing  the 
stockholders'   interests.    The  same  standards  of  fiduciary  responsibility 
should  be  applied  to  their  public  sector  counterparts. 

To  help  achieve  this  goal,  the  Inspector  General  recommends  that 
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one  of  the  Governor's  next  appointees  to  the  Board  be  a  person  who  has 
business  and  financial  background  and  who  is  committed  to  carrying  out 
the  fiduciary  and  oversight  responsibilities  incumbent  on  a  board  of 
directors.     Such  a  background  would  complement  the  existing  expertise 
and  perspectives  on  the  Board  and  would  greatly  enhance  the  Authority' 
ability  to  carry  out  its  mission. 


-  18  - 


CONCLUSION 


In  sunnnary,  the  Inspector  General  believes  that  the  Convention 
Center  Authority's  overall  performance  to  date  has  been  good,  but  there 
are  still  significant  areas  where  improvements  are  needed. 

On  the  positive  side,  the  Authority  has  assembled  a  professional 
and  competent  staff  and  a  team  of  qualified  outside  consultants.  The 
Authority  has  made  considerable  progress  in  advancing  the  Hynes 
expansion  project,   including  the  conduct  of  a  detailed  design  review, 
the  hiring  of  an  architectural  team,  and  the  satisfactory  resolution  of 
the  difficult  problems  surrounding  closure  of  the  Hynes  during 
construction.     At  the  same  time,   the  garage  and  auditorium  operations 
have  been  successfully  integrated  into  the  Authority's  organization,  and 
progress  has  also  been  made  on  the  legislatively-mandated  feasibility 
study  for  a  new  sports  arena. 

Among  the  major  needs  still  to  be  addressed  by  the  Authority  are 
the  following: 

—  completion  of  a  detailed  project  schedule,   to  help  avoid  costly 
delays ; 

—  improved  financial  controls  for  the  expansion  project,  including 
a  project  budget  and  a  design  and  change  order  review  process; 

—  analysis  of  the  costs  and  benefits  of  financing  the  project 
through  Authority  bonds  versus  State  bonds; 

—  improved  financial  monitoring  of  ongoing  operations,  including 
budget-vs  .-actual  comparisons,  long-range  projections,  and 
development  of  a  strategy  to  minimize  the  need  for  operating 
subsidies;  and 

—  a  strengthened  financial  oversight  role  for  the  Board  of 
Directors . 

The  basic  thrust  of  these  recommendations  is  to  provide  a  better 
balance  between  the  need  to  complete  the  project  in  an  expeditious 
manner  and  the  need  to  minimize  the  cost  to  the  taxpayers.  Resolving 
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these  two  conflicting  goals  is  not  an  easy  task,  but  it  is  one  whi 
must  be  done  if  the  Authority  is  ultimately  to  be  judged  a  success 
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